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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In The Matter Of: An Investigation Pursuant to KRS Case No. 2003-00334
278.260 of the Earnings Sharing Mechanism Tariff of
Kentucky Utilities Company

In The Matter Of: An Investigation Pursuant to KRS Case No. 2003-00335
278.260 of the Earnings Sharing Mechanism Tariff of
lLouisville Gas and Electric Company

RESPONSE TO THE FIRST SET OF DATA REQUESTS
OF KENTUCKY INDUSTRIAL UTILITY CUSTOMERS
TO BARRINGTON-WELLESLEY GROUP, INC.

FILED: October 20, 2003




Barrington-Wellesley Group, Inc.

Management Consultants

2479 Lanam Ridge Road e Nashville, IN 47448 »  Tel: (812) 988-0190 ¢  Fax (812) 988-0/94

October 20, 2003

Mr. Thomas Dorman, Executive Director
Kentucky Public Service Commission
P.O. Box 615

211 Sower Boulevard

Frankfort, Kentucky 40601 RECEIVED

ocT 2 0 2003
RE: AN INVESTIGATION PURSUANT TO KRS 278.260 OF THE EARNINGS SHARING
MECHANISM TARIFF OF KENTUCKY UTILITIES COMPANY PUBLC SERES
CASE NO. 2003-0334 ‘

and

AN INVESTIGATION PURSUANT TO KRS 278.260 OF THE EARNINGS SHARING
MECHANISM TARIFF OF LOUISVILLE GAS AND ELECTRIC COMPANY
CASE NO. 2003-0335

Dear Mr. Dorman,

Please find enclosed one original and four copies of Barrington-Wellesley Group, Inc.’s
(BWG) response to the September 29, 2003, First Set of Data Requests of Kentucky
Industrial Utility Customers, Inc. to Barrington-Wellesley Group, Inc.

Please contact me if you have any questions concerning this filing.

Sincerely,
beideof . Zove

Michael A. Laros
Managing Director

Enclosures

cc: Hon. Elizabeth E. Blackford, Assistant Attorney General
Hon. Michael L.. Kurtz, Boehm, Kurtz & Lowry
Hon. Kendrick R. Riggs, Ogden, Newell & Welch, PLLC
Hon. Linda S. Portasik, LG&E Energy Corp.
Mr. Michael S. Beer, LG&E Energy Corp
Mr. John Wolfram, LG&E Energy Corp.

Barrington-Wellesley Group, Inc. www. bwgi.com
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BARRINGTON-WELLESLEY GROUP, INC.

CASE NOS. 2003-00334 & 2003-00335 RECE'VED

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc. 0CT 2 02003

Dated September 29, 2003 PUBLIC SERVICE
OOI\lMlSSION/

Question No. 1

Responding Witness: Charles R. Parmelee

Q-1. Please state BWG's recommendation regarding whether the Commission should
retain the ESM, either as is or modified as proposed in the Final Report, or
terminate it.

A-1. BWG’s overall assessment of the ESM, as shown on Page 1-2 of the Report, is
“BWG believes the existing Kentucky Earnings Sharing Mechanism is an
effective alternative to traditional cost of service regulation, although we
recommend some modification to the current structure.” We are recommending
that the ESM be retained with the modifications identified in the report.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests






Q-2.

A-2.

BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 2

Responding Witness: Michael A. Laros and Joel F. Jeanson

Refer to page 1-10 of the Final Report and the statement that "Current projections
indicate that the Companies will remain in an under-earning position for the next
several years.” Please identify and describe the support for this statement. Provide
a copy of all documentation relied upon for this statement, regardless of whether
provided by the Companies, obtained from other sources, or developed by BWG.

This statement was based on BWG’s review of Company forecasts for the period
2003-2006 provided in response to BWG data requests 1-20 and 6-90. The
information was confirmed in interviews with Mr. Bradford Rives and Ms.
Valerie Scott. The documents provided in response to BWG DR 1-20 were
provided under terms of the project confidentiality agreement and are not in the
possession of the Barrington-Wellesley Group, Inc.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests






BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 3

Responding Witness: Joel F. Jeanson

Q-3.  Please provide copies of all written discovery requests from BWG to LG&E/KU
and the Companies' answers.

A-3. A copy of the BWG data request log is attached to this response. This log
includes all BWG data requests as well as descriptions of the Company responses.
All non-confidential Company responses to these data requests are on file at the
Commission and available for review. The Company is in the possession of all
confidential responses.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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Q-4.

A4,

BARRINGTON-WELLESLEY GROUP, INC,
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 4

Responding Witness: Joel F. Jeanson

Please describe and provide a copy of all financial projections obtained by BWG
from LG&E, KU, LEC on behalf of LG&E and KU, or from other sources.
Provide all related documentation, including assumptions, data, computations, and
electronic spreadsheets with formulas intact. If no such financial projections were
obtained by BWG, please indicate whether they were requested. Provide a copy of
all such requests and the Companies' responses.

Information regarding financial projections was requested in BWG data request
numbers 1-20, 2-34, 3-61, and 6-90. In general, documents provided by the
Companies had all forecasted information redacted. Some un-redacted financial
forecast information was included in the response to question 1-20 that was
reviewed by BWG and became the subject for additional inquiries reflected in DR
6-90. All information and documents were provided subject to the project
confidentiality agreement and BWG has not retained any documents that include
projected financial information. Financial projections used as part of operating
plans and budgets for 2003 and beyond were among the topics reviewed in
interviews with various executives and managers as part of the audit.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests






BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. §

Responding Witness: Charles R. Parmelee

QQ-5. Refer to page I-9 through I-10 entitled Comparison to Traditional Ratemaking.
There is no discussion regarding customer class allocation and rate design issues.
Does BWG agree that the structure of the ESM perpetuates and perhaps
compounds existing differences between class rates of return? Please explain your
response.

A-5. A review of rate design issues was not in the scope of this audit. The ESM
process has a very limited effect on class rates of return, due to the small
magnitude of the revenue adjustments, and the fact that adjustments may be
positive or negative.

Barrington-Wellesley Group, Inc, Response to KIUC First Set of Data Requests






A-6.

BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 6

Responding Witness: Charles R. Parmelee

Refer to page I-9 through I-10 entitled Comparison to Traditional Ratemaking.
There is no discussion regarding customer class allocation and rate design issues.
Does BWG agree that the ability of the Commission to consider class allocation
and rate design issues is an advantage of COS traditional ratemaking compared to
the ESM? Please explain your response.

The ESM does not provide for the consideration of class allocation and rate
design issues. However, as mentioned above, the scope of this audit did not
include rate design and class allocation issues, so BWG has not formed an opinion
regarding the need to change rate designs and class allocations at this time. The
ability of the Commission to consider class allocation and rate design issues is an
advantage of COS ftraditional ratemaking in comparison to ESM only if one
assumes that rate cases were filed more frequently without an ESM. We do not
consider frequent rate cases to be advantageous to consumers, as explained in our
report, page 1-10.

“COSR certainly provides much better cost control incentives
when the regulated utility files rate cases infrequently, and a long-
cycle filing schedule is also usually in the utility’s best economic
interests.”

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests






Q-7.

A-T,

BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00333

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 7

Responding Witness: Charles R. Parmelee

Refer to Exhibit 1I-2 and the detailed work task under ESM structure listed as
"Compare results under the ESM to results that would have occurred under
traditional regulation." Please provide all quantitative analyses performed or
obtained by BWG pursuant to this objective. Also provide copies of all source
documents relied upon for these analyses, if any. If no such analyses were
performed, please so state and explain why such analyses were not performed.

The results of each company’s ESM filings are summarized in Exhibit V-1 on
page V-9 of our report. These analyses show that LG&E would recover ESM
revenues of $13,175,964 for the three filings, assuming the May 22, 2002 filing is
approved as filed. Kentucky Utilities would recover $10,575,982 for the same
period. With the additional assumption that the utilities would not have filed a
rate case under traditional regulation, and would have operated in the same
manner, these amounts represent the difference in results under ESM. The
average revenue adjustments for the three years as a percentage of revenues are
+0.797% for LG&E and +0.573% for KU. Source documents for this analysis
were the referenced ESM filings and certain associated orders, which are in the
Company responses to data requests BWG 1-15 and BWG 4-69.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 8

Responding Witness: Charles R. Parmelee

Q-8. Please describe and provide copies of all quantitative analyses performed or
otherwise obtained by BWG comparing the continued operation of the ESM,
either as is or modified as proposed in the Final Report, to the termination of it.

A-8. No quantitative analyses were performed or otherwise obtained by BWG
comparing the continued operation of the ESM, either as is or modified as
proposed in the Final Report, to the termination of it other than as provided as
Exhibits V-I through V-III in the Report.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests






BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 9

Responding Witness: Charles R. Parmelee

Q-9. In the event that the Commission continues the ESM, either as is or modified as
proposed in the Final Report, is it BWG's understanding that the ESM is a
substitute for the traditional COS ratemaking and that the Companies are
precluded from filing a traditional COS base rate case for rates to be effective
during the term of the new ESM? This question does not seek a legal opinion, but
rather BWG's understanding as to the status of the ESM during its term. Please
provide a copy of all support relied upon for the response to this question.

A-9.  No. BWG is not aware of any restrictions in the Orders authorizing the ESM that
preclude the filing of a traditional COS base rate case for new rates to be effective
during the term of the ESM. Please see the KPSC January 7, 2000 Orders in Case
No. 98-476 and Case No. 98-474.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 10

Responding Witness: Charles R. Parmelee

Q-10. In the event that the Commission continues the ESM, either as is or modified as
proposed in the Final Report, is it BWG's understanding that the ESM is a
substitute for the traditional COS ratemaking and that the Commission on its own
motion or by show cause order is precluded from setting base rates pursuant to a
traditional COS base rate case for rates to be effective during the term of the new
ESM? This question does not seek a legal opinion, but rather BWG's
understanding as to the status of the ESM during its term. Please provide a copy
of all support relied upon for the response to this question.

A-10. No. Our understanding is that the Commission may determine and specify the
status of the ESM during its term.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests






BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 11

Responding Witness: Charles R. Parmelee

Q-11. In the event that the Commission continues the ESM, either as is or modified as
proposed in the Final Report, is it BWG's understanding that the ESM is a
substitute for the traditional COS ratemaking and that ratepayers are precluded
from seeking a reduction in base rates pursuant to a traditional COS base rate case
for rates to be effective during the term of the new ESM? This question does not
seek a legal opinion, but rather BWG's understanding as to the status of the ESM
during its term. Please provide a copy of all support relied upon for the response
to this question.

A-11. No. Our understanding is that the Commission may determine and specify the
status of the ESM during its term.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 12

Responding Witness: Charles R. Parmelee

Q-12. Refer to page V-6 and the bullet on Large Capital Additions of the Final Report.
Please describe the basis for the statement that "The ESM was never expected to
yield acceptable results in the event the company made a large capital addition ...
such an addition likely would result in one or more rate filings, and possibly the
suspension of the ESM for some period of time. Provide copies of all source
documents and/or interview notes/transcripts relied upon for this statement.

A-12. During the Company’s Three Party Kick-Off Meeting Presentation, the Company
indicated that “ESM does not address large projects.” A copy of this presentation
was provided as a response to data request BWG 1-32.

In addition, Howard Bush, LG&E Manager of Regulatory Compliance, stated in
the May 13, 2003, interview that “CWIP is allowed in rate base, but CWIP for a
major project would drive the ROR below the lower threshold and allow only 40
percent recovery.”

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 13

Responding Witness: Charles R. Parmelee

Q-13. If the Companies are not bound by the ESM during its term and can unilaterally
file for COS base rate increases, then describe the value that the ESM offers
ratepayers.

A-13. See Finding V-2 of the report.

“The existing Kentucky ESM is an effective alternative to
traditional cost of service regulation. Within the dead-band, the
ESM provides the same incentives as traditional regulation, and
outside the dead-band the incentive is reduced by the 40 percent
customer share. The ESM operates to stabilize the companies’
return on equity, by reducing the return when it exceeds the upper
dead-band limit, and by increasing the return when it drops below
the lower limit. Therefore the ESM represents a compromise
between maximizing incentives and stabilizing return on equity.
The ESM could be described as traditional regulation with a
shock-absorber.

The ESM also serves to encourage longer periods between rate
cases. Under ESM, when the ROR is above the dead-band the
ESM discount will lower the effective rates used 1o bill customers,
which lessens the need for intervenors to call Jor a rate case to
reduce rates. Likewise, when ROR is below the dead-band, the
ESM adder will increase the effective rates used to bill customers,
which lessens the Companies’ need to file a rate case to increase
rates. This structure can work (o extend the period between rate
cases.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 14

Responding Witness: Charles R. Parmelee

Q-14. Please identify and describe each new "large capital addition" planned by each of
the Companies during the next ten years of which BWG is aware.

A-14. The Companies have discussed the need for the construction of a solid fuel, base
load generating station. However, we are not aware of specific plans for this, or
other, large projects.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 15

Responding Witness: Joel F. Jeanson

Q-15. Refer to pages I-11 through I-13 of the Final Report. Please provide the data
utilized for each of the graphs on these pages, including the dollars, customers,
and sales for each year.

A-15. See attached.

Barrington-Wellesiey Group, Inc. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No, 16

Responding Witness: Joel F. Jeanson

Q-16. Refer to Exhibits I-5 and I-6. Please provide the tables separately for LG&E and
KU.

A-16. See attached.

Barrington-Wellesley Group, Inc. Response te KIUC First Set of Data Requests



Exnibit 16-1

BWG Response to KIUC Question No. 16

Exhibit I-5
Description Increase / Decrease

LG&E kKU Total

Expense Iltems -
MISO-Related expenses $ (788 @BHE (11.3)
VDT Amortization $ (B83F (18| (9.8
Steam Operation Expense 3 @2O$s (B2)F (52
Depreciation 3 (28)[3% 4443 (72
Property Insurance $  (13)3$ (1N]% (30
Employee Benefits $ s (29ls @8

Margin items -
Off-System Sales $ (10.8){5 (141)[3% (249
Other Margins (primarily weather-related) $ 99(% 108[|% 207
Accrued ESM Revenues 3 8.3]% 741% 137
Other i$ (5]% 04[5 (20
Totall $ (20.9)[$ (12.7)[$ (33.7)

10/13/2003 2:30 PM BWG Response to KIUC Question 16 Exhibit 1-5



Exhibit 16-2

BWG Response to KIUC Question No. 16

Exhibit I-6
Description Increase / Decrease
LG&E KU Total
KU - Non-KY Jurisdictional NOI $ - $ (453 (45
ESM Revenues $ (®4))3$ (T7Ss (14.1)
Environmental Surcharge $ - 1% (eals 4
Other $  (1Ns ((0ON[s (24
Totali $  (8.0)[$ (154)[$ (23.4)

10/13/2003 2:30 PM BWG Response to KIUC Question 16 Exhibit I-6



AR s R ==Y N T 0



Q-17.

A-17.

BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 17

Responding Witness: David P. Vondie

Reter to the Findings on affiliate transactions on page I-18 of the Final Report.
Please reconcile the statement that "documents are in place ... that adequately
protect the regulated companies' interests from a legal and accounting
perspective” with the concerns regarding "opportunities for conflicts of interest,"
"a lack of organizational separation," and "significant reductions in resource
commitments" of Internal Audit.

These are two separate issues. On one hand, the Companies have the necessary
and appropriate documents and manuals in place. On the other hand, we found
that there was not adequate organizational separation between regulated and
unregulated operations. An example of this is the Service Level Agreements.
The documents were in place as a good management practice, but they were not
used as intended due to the lack of organizational separation,

The finding that “Internal Audit has had significant reductions in resource
commitments between 2000 and 2002” is more fully explained on pages I1I-8 and
II-9 of the Report. With the reduction in internal audit resources, we questioned
whether sufficient internal audit resources were available to provide the
appropriate level of support. We did not form an opinion regarding whether or
not this was the case. Recommendation 3 on Page III-10 is to “assure adequate
internal audit resources are available to the cxecutive responsible for the integrity
of Kentucky regulated operations.”

In addition, please see BWG response to KU/LG&E Initial Data Request
Question 38.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 18

Responding Witness: David P. Vondle

Q-18. Refer to the Findings on affiliate transactions on page 1-18 of the Final Report,
which state that "no abuses of the LG&E/KU affiliate relationships were found
during this study of the ESM." Describe specifically all audit steps undertaken to
search for abuses and/or cross-subsidies between regulated and unregulated
activities.

A-18. Our Audit Approach is described in Chapter II and the Detailed Work Tasks are
listed in Exhibit II-2 on page II-3.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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Q-19.

BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc,
Dated September 29, 2003

Question No. 19

Responding Witness: Joel F. Jeanson

Refer to the Findings on management practices on page 1-19 of the Final Report
and the finding that "improvement initiatives have been successful in containing
direct expenses for operating and maintaining the utilities through 2002.
However, they have not fully offset cost increases in other areas." Please provide
for each of the Companies the non-fuel O&M expense by year 1997-2002 by
FERC account summed to functional area (production, transmission, distribution,
A&G, etc.) and summed in total. Also provide any analyses of the total non-fuel
O&M expense performed by BWG, but not presented in the Final Report, such as
average annual growth rates on total non-fuel O&M dollars or average annual
growth rates on total non-fuel O&M per customer.

. See attached for the detailed expenses by FERC account. The BWG analysis of

LG&E expense trends for the periods 1997-1999 and 2000-2002 is presented in
Exhibit IV-1 in the Final Report.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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Q-20.

A-20.

BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 20

Responding Witness: David P. Vondle

Refer to the Findings on management practices on page I-19 of the Final Report
and the finding that "executive short-term compensation program is not
adequately in alignment with the ESM program” and the recommendation on page
1-22 to "[d]irectly link executive short-term incentive program to the ESM . . . to
the two utility operating companies meeting and exceeding their allowed rates of
return.” Please explain why linking compensation to reductions in O&M expense
would not be more appropriate since that seems to be a factor that is more
controllable by the Companies' executives than revenues, depreciation, or other
taxes, all of which are other factors that affect the earned rate of return but seem
to be less controllable than O&V1 expense.

This was a study of the Earnings Sharing Mechanism and our findings and
recommendations focused on the ESM. Our recommendation is to tie the
cxecutive short-term incentive compensation to the ESM to encourage the
Companies to fall within or above the dead-band. The executives would be
encouraged to manage all of the factors involved in the Companies’ ESM results.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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Q-21.

A-21,

BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 21

Responding Witness: Charles R. Parmelee

Refer to the Findings on ESM structure on pages 1-19 through I-20 of the Final
Report. These findings do not address the sharing percentages or the midpoint
return on common equity around which the deadband was developed. Please
describe the review conducted by BWG of the current sharing percentages and the
return on common equity, if any.

As stated on page I-2 of the report in the section titled “Overall Assessment”
BWG found that:

“The structure of the Kentucky ESM, in particular the 60/40
sharing of over- or under-earnings, is intended to provide LG&E
and KU with incentive to be in an over-earning situation. The
deadband, symmetry, and 60/40 split of the existing Kentucky ESM
are reasonable.  This mechanism equitably shares risks and
benefits berween shareholders and ratepayers and enables the
Companies to delay the need to Jile rate cases, which also benefits
ratepayers.  The Commission PBR Order does not specifically
provide for the recalibration of the allowed return on equity and a
review of the appropriateness of the return on equity was not in the
scope of this study.”

See BWG response to First Set of Data Requests of KU/LG&E Questions 1 and
30 for additional information regarding the review conducted by BWG of the
current sharing percentages.

BWG’s conclusion is based on Mr. Parmelee’s expert opinion, in light of the
objectives initially set out for the ESM by the Commission in its Order to Case
No. 1998-476.

Barrington-Wellesley Group, Inc. Response ta KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Ine.
Dated September 29, 2003

Question No. 22

Responding Witness: Charles R, Parmelec

Q-22. To the extent that the Commission determines it to be appropriate to continue the
ESM for the Companies, does BWG recommend that the Commission reconsider
the sharing percentages? Please explain your response.

A-22. No. BWG believes “the deadband, symmetry, and 60/40 split of the existing
Kentucky ESM are rcasonable. This mechanism equitably shares risks and
benefits between shareholders and ratepayers and enables the Companies to delay
the need to file rate cases, which also benefits ratepayers.” (Report, Page 1-2)

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 23

Responding Witness: Charles R. Parmelee

Q-23. To the extent that the Commission determines it to be appropriate to continue the
ESM for the Companies, does BWG recommend that the Commission reconsider
the midpoint return on common equity in order to reflect current market
conditions? Please explain your response.

A-23. BWG has not made a recommendation to reconsider the midpoint return on
common equity. A review of the appropriateness of the return on equity on which
the ESM is based was not included in the scope of this assignment.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 24

Responding Witness: Charles R. Parmelee

Q-24. Refer to the statement in the recommendations on page V-8 that states "[t]here are
a number of ways that a multi-year ESM could be structured,” which is followed
by "one example." Please describe all structures for a multi-year ESM that BWG
considered.

A-24. BWG initially considered multi-year ESM  structures that were based on
projections, with true-ups based on actual results. None of these were developed
in detail. The details of ESM implementation were not within the scope of this
assignment.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335
Response to the First Set of Data Requests of

Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 25
Responding Witness: Charles R. Parmelee
Q-25. If a multi-year ESM is adopted, would a COS traditional rate case be permitted

during the ESM process? Please describe the process and procedure for handling a
COS rate case during a multi-year ESM.

A-25. Please see responses to Q-9, 10, and 11. Analysis of the process and procedure
for handling a COS rate case during a multi-year ESM was not included in the
scope of this assignment.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.

Q-26.

A-26.

CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 26

Responding Witness: Charles R. Parmelee and Joel F. Jeanson

Refer to the statement in the recommendations on page V-8 that states "ESM
should not preclude the Companies from petitioning for, nor preclude the
Commission from allowing, the deferral of costs incurred as a result of
extraordinary events." What should be the threshold, dollars or otherwise, that the
Commission should employ for this purpose? Describe whether this
recommended threshold represents a change from the threshold currently
employed by the Commission. Pleasc provide a copy of all source documents
relied upon by BWG to obtain its understanding of the threshold currently
employed by the Commission.

BWG has not recommended a specific threshold that the Commission should
employ for this purpose. In addition, BWG is not aware of the threshold currently
employed by the Commission.

Barrington-Wellesley Group, Inc. Response to KTUC First Set of Data Requests
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Q-27.

A-27.

BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 27

Responding Witness: Charles R. Parmelee

Refer to the statement in the recommendations on page V-8 that states "ESM
should not preclude the Companies from petitioning for, nor preclude the
Commission from allowing, the deferral of costs incurred as a result of
extraordinary events." Should the ESM preclude other parties from petitioning
for, or preclude the Commission from allowing, the deferral of revenues or cost
savings as a result of extraordinary events? Please explain your response. In
addition, identify and describe the basis for any thresholds that BWG believes
should be applied in such circumstances.

BWG is recommending no changes from the current process for petitioning for
the deferral of revenues or cost savings as a result of extraordinary events but,
instead, is recommending the Commission consider the impact of ESM in how it
responds to these requests. BWG has not identified specific thresholds but
believes it is appropriate for the Commission to consider the significance of the
un-recovered amount of the extraordinary expenditure if the expenditure were part
of the annual ESM filing.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335
Response to the First Set of Data Requests of

Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 28

Responding Witness: Charles R. Parmelee

Q-28. If some form of ESM is retained, should the return-on-

equity continue to be
calculated on average capitalization?

A-28. Yes.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 29

Responding Witness: Charles R. Parmelee and Michael A. Laros

Q-29. Does BWG have an opinion as to whether the Commission should follow through
with its observation made in the Order approving the VDT Global Settlement
(Audit I-6) and open a formal investigation to determine whether increased costs
for employees or contractors should be included in ESM calculations?

A-29. No, BWG does not have an opinion as to whether a formal investigation to
determine whether increased costs for employees or contractors should be
included in ESM calculations should be opened.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 30

Responding Witness: Charles R. Parmelee

Q-30. Does BWG have an opinion as to whether the margin from brokered sales should
continue to be excluded from the ESM? Is BWG aware whether expenses
associated with brokered sales (i.e., employee costs for those who make the
brokered sales) are included in the ESM?

A-30. Yes, in our opinion the margin from brokered sales should continue to be
excluded from the ESM. From the May 22, 2002 LG&E ESM filing, expenses
associated with brokered sales, including labor, are shown on Form 2b(5) of the
ESM filings and are excluded from the ESM on Form 2a, line 15.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335
Response to the First Set of Data Requests of

Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 31
Responding Witness: Michael A. Laros
Q-31. In communications between the Companies and Staff regarding issues related to

the ESM, does BWG believe that ratepayer representatives such as KIUC and the
Attorney General should be excluded?

A-31. A review of communication protocols between the Companies and Staff regarding
issues related to the ESM is not within the scope of this assignment.

Barrington-Wellesley Group, Ine. Response to KIUC First Set of Data Requests
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BARRINGTON-WELLESLEY GROUP, INC.
CASE NOS. 2003-00334 & 2003-00335

Response to the First Set of Data Requests of
Kentucky Industrial Utility Customers, Inc.
Dated September 29, 2003

Question No. 32

Responding Witness: Charles R. Parmelee

Q-32. If an ESM is continued, then under what circumstances should the Company,
ratepayers or the Commission be entitled to propose a change to the after-tax
return-on-equity component currently set at 11.5%? Please describe the process
for changing the after-tax return-on-equity.

A-32. Please see response to Q. 23. A description of the process for changing the after-
tax return-on-equity is not within the scope of this assignment.

Barrington-Wellesley Group, Inc. Response to KIUC First Set of Data Requests



